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INTRODUCTION

Harry L. Sivley, Special Deputy Receiver under contract with Jose Montemeyor,
the Texas Commissioner of Insurance, submits this brief to address the issue of whether
pre-rehabilitation provider claims have a priority in payment in The Wellness Plan
rehabilitation. »

In summary, the answer is no, they do not. The simplest and most obvious reason
is that The Wellness Plan is solvent by a substantial margin eliminating any issue of
priority among creditors inter se. Beyond that, HMOs are not insurance companies and
do not issue insurance policies. Provider claims are not claims under policies of

insurance. They are merely contract claims with the same priority as the other vendors.

BACKGROUND

WellChoice as a Creditor

Comprehensive Health Services of Texas d/b/a WellChoice, (herein
“WellChoice™), is a Texas HMO that is a wholly owned subsidiary of The Wellness Plan.
WellChoice failed in 1999 and was put into feceivership by the Texas Commissioner of
Insurance. The WellChoice receiver has filed a claim against The Wellness Plan, the face
amount of which exceeds $6 million. As of yet, the claim has been neither allowed nor
challenged. The resolution of this claim is the sole remaining matter to be resolved

before the WellChoice creditors can be paid and the Texas receivership closed.

The inbound claims against the Texas HMO result primarily from its operations in
one year, 1998. The significance of this fact is that WellChoice would have been put out
of business a year earlier but for the written commitment made by The Wellness Plan to
WellChoice, its auditors, and the Texas Department of Insurance in early 1998. That
written commitment stated that The Wellness Plan would “...provide cash flow to
Comprehensive Health Services of Texas d/b/a/ WellChoice in 1998, should the need
arise.” Exhibit A. This commitment was hand delivered to the Texas Department of

Insurance in Austin, Texas shortly after it was penned.



Relying on this written commitment, the Texas Department of Insurance allowed
the Texas HMO to stay in business one more year. When it was put into receivership the
néxt year, its receiver asked The Wellness Plan to provide the funding it promised. It
refused to do so. Suit was filed to collect the amount owing by The Wellness Plan in the
Texas receivership court. After more than a year of litigation in Texas, The Wellness
Plan itself was put into receivership in Michigan by the Michigan Insurance Bu;reau.v Its

estate is now being administered in this court.

The Priority Issues

The issue for which this brief is submitted has been framed as one seeking a
determination of whether the claims of pre-rehabilitation medical providers have a
priority over other claims in this rehabilitation. There are three groups of creditors
potentially impacted by this issue, medical providers, direct medical malpractice

claimants and “others”.

Because The Wellness Plan is a solvent HMO in rehabilitation the law is that all

of these creditors share on an equal basis. There is no priority issue.

ARGUMENT

L The Wellness Plan is Solvent Eliminating the Need for
a Determination of The Relative Priorities, IF ANY,
: of Its Creditors

Attached as Exhibit B are copies of the Balance Sheet and Notes to Financial
Statement portions of the December 31, 2004 Annual Report prepared and filed by the
rehabilitator in the past few weeks. This form is a required filing for HMOs around the
country. There is a similar form filed each year by property and casualty insurance
companies and another similar form filed by life and health insurance companies. In
essence each is a comprehensive financial statement following statutory accounting

principles.



Wellness Plan’s balance sheet shows “cash and invested assets” with a value of
$74,718,388 (Exhibit B, p 2, Assets, line 10), and net admitted assets with a reported
value of $78,671,368. (Exhibit B, p 2, Assets, lines 24 & 26). Against this, the total
liabilities are reported at $40,347,798. (Ex_hibit B, p 3, Liabilities, Capital and Surplus,
line 22). Thus, after accounting for all outstanding obligations, The Wellness Plan has a
net surplus of $38,323,570--an amount sufficient to pay the face amount of its reported
liabilities by a factor of 170%. (Exhibit B, p 3, Liabilities, Capital and Surplus, Line 30).

For reasons that are unclear, the Annual Statement does not include the
WellChoice claim in the listing of liabilities, although the Notes to Financial Statemeﬁt
identify the WellChoice claim noting that “Management believes that any obligation the
Corporation may incur on behalf of WellChoice would not have a material adverse effect
on the consolidated financial position of the Corporation.” (Exhibit B, p 25.3, Notes,
paragraph 14). | |

The only time that it is necessary for a receiver to seek a determination of the
relative priorities of various creditors is when there is not enough money to go around.
The Wellness Plan has more than enough mbney to go around by a multiple and will be
able to emerge from rehabilitation as a well funded going-forward business.

While Commissioner Watters is to be commended on the successful rehabilitation
of The Wellness Plan, the priority ruling being sought is not ripe for determination and in
all likelihood never will be.

II. An HMO is Not Insurance Company and Does Not Issue
Insurance Policies

The Wellness Plan receiver has identified the bulk of the claims filed against The
Wellness Plan in the attachment to Rehabilitator’s Petition to Approve Claims
Adjudication Procedures for Pre-Rehabilitation Medical Provider and Vendor Claims
dated November 30, 2004 and approved by this Court’s Order of December 2, 2004. In
that Petition the claims are divided into two categories, medical providers and vendors.
While there may be other priority issues imbedded in the facts of this rehabilitation if The
Wellness Plan was insolvent, the primary priority issue presently framed is whether the

claims of Pre-Rehabilitation Medical Providers are to be treated as Class 2 claims under



policies under MCL 500.8142, Priority of distribution of claims from insurer's estate;
class of claims; subclasses prohibited; order of distribution; assets in separate account;
definitions, subsection (b), subordinated only to administrative expenses and certain
_employee claims. If the medical provider claims are not claims under policies, they fall
into the general creditor class, Class 5.

In Michigan, HMOs are not insurance companies and do not issue insurance
policies. The provider claims are merely contract claims. |

Admittedly HMOs are regulated by the Michigan Office of Financial and
Insurance Services (“OFIS”) and were previously regulated by the Michigan Insurance
Bureau. OFIS regulates a number of types of financial entities, many of which are
engaged in the business of insurance in one way or another. But, not all are insurance
companies.

In Michigan Podiatric Medical Association v. National Foot Care Program, Inc.
175 Mich App 723; 438 NW 2d 349 (1989), a podiatric association and individual
podiatrists had brought an action against an alternative health maintenance oréanization
which had contracted with a corporation to provide podiatric services for that
corporation's employees in exchange for a preset fee paid by the corporation. Plaintiffs
allegéd that as result of a change of provision of health care services at the corporation,
plaintiffs lost patients and income and suffered damage to their reputation.

In part plaintiffs asserted that the defendant had operated in violation of MCL
350.51 et seq,. Prudent Purchaser Act (PPA); MCL 550.1101 et seq., The Nonprofit
Health Care Corporation Reform Act, and MCL 500.100, et seq., The Insurance Code.

In addressing to plaintiffs’ contentions, the Michigan Court of Appeals succinctly
summarized the difference between an insurance company and its products and those of
an HMO: |

Section 106 of the Insurance Code, MCL 500.106; M.S.A. 24.1106, defines an
"insurer" as "any ... corporation ... engaged or attempting to engage in the
business of making insurance contracts or surety contracts." While defendant's
health care contracts do provide that defendant will partially reimburse a
subscriber for the cost of treatment obtained from a non-designated podiatrist, we
agree with the trial court that this provision does not transform defendant into an
"insurer."



To a certain extent, HMOs do have a unique character. Rather than
providing health insurance and paying for the bills after the insured has
been treated by a doctor, an HMO is a prepaid plan where the participant
pays before hand for the services themselves. See Chafetz, The Federally
Qualified Health Maintenance Organization: An Analysis of Federal
Legislation Agency Action, 16 New Eng L Rev 689 (1981).  Under
traditional definitions, a health maintenance organization does not sell
insurance. New Mexico Life Ins. Guaranty Ass'n v Moore, 93 NM 47; 596
P2d 260 (1979)." [United States Fidelity & Guaranty Co, supra 131 Mich
App, p 272.]

As eXplained in Moore, supra 93 N.M., p. 50, [596 P.2d 20], quoting Jordan v.
Group Health Ass'n, 71 US App DC 38, 46; 107 F.2d 239 (1939):

"Although Group Health's activities may be considered in one aspect as
creating security against loss from illness or accident, more truly they
constitute the quantity purchase of well-rounded, continuous medical
service by its members.  Group Health is in fact and in function a
consumer cooperative. The functions of such an organization are not
identical with those of insurance or indemnity companies. The latter are
concerned primarily, if not exclusively, with risk.... On the other hand, the
cooperative is concerned primarily with getting service rendered to its
members." '

The primary service offered by defendant is the provision of podiatric services to
subscribers in consideration of prepayment for such services. Defendant is not an
insurer as defined in the Insurance Code.” 175 Mich. App. 723, 732.

Michigan Podiatric Medical Ass’n, 175 Mich App at 732-733,

In 1985 the question of whether a Michi gan HMO was an insurancé company was
before the United States Bankruptcy Court for the Eastern District of Michigan in In re
Michigan Master Health Plan, Inc. 90 BR 274 (ED Mich 1985). Because insurance
‘companies are not eligible to be debtors under the federal bankruptcy code, 11 USC

109(b)(2), the issue was whether Master Health Plan, a Michigan HMO, was properly
before the court as a debtor. The court held that the HMO was not an insurance company
and was eligible to be a debtor under the bankruptcy code.

The current Michigan statutory framework for HMOs is set out in Chapter 35 of
the Michigan Insurance Code, MCL 500.3501 et seq. Section 3501(f), MCL 500.3501(f),
provides the following deﬁniﬁon:



(D "Health maintenance organization" means an entity that does the following:

(i) Delivers health maintenance services that are medically indicated to
enrollees under the terms of its health maintenance contract, directly or
through contracts with affiliated providers, in exchange for a fixed prepaid
sum or per capita prepayment, without regard to the frequency, extent, or
kind of health services.

(ii) Is responsible for the availability, accessibility, and quality of the
health maintenance services provided. '

This definition is identical to that which was before the Michigan Master
Health Plan court. In reaching its decision the court concluded:

A health maintenance organization is clearly not an insurance company. It is not
created in the same manner as an insurance company and can take any form--
profit, non-profit, partnership, sole proprietorship, etc.--and is, if a corporation,
incorporated under the Business Corporation Act.

Michigan Master Health Plan, 90 BR at 277.

In fact, Michigan’s current statutory scheme for HMOs makes it clear that
they are not insurance companies although some of the statutory insurance
provisions do apply to them while others do not. In this regard, MCL 500.3503

provides:

(1) All of the provisions of this act['] that apply to a domestic insurer
authorized to issue an expense-incurred hospital, medical, or surgical
policy or certificate, including, but not limited to, section 223[*] and
chapters 34[*] and 36[*], apply to a health maintenance organization under
this chapter unless specifically excluded, or otherwise specifically
provided for in this chapter.

(2) Sections 408[°], 410[°1, 411["], 901[®], and 5208[°] and chapters 77["*]
and 79[""] do not apply to a health maintenance organization.

i

! The Insurance Code of 1956. :
>MCL 500.223. Application for original or reissued certificate of authority by insurer; fee, deposit
? MCL 500.3400, et seq., Chapter 34.. Disability Insurance Policies
* MCL 500.3600, et seq., Chapter 36. Group and Blanket Disability Insurance
> MCL 500.408. Capital, surplus or assets; minimum ,
8 MCL 500.410. Capital and surplus; minimum, additional surplus; compliance with additional standards
"MCL 500.411. Authority to transact insurance; domestic, foreign, and alien insurers, deposits
¥ MCL 500.901. Minimum assets; liabilities and reserves
® MCL 500.5208. Corporate powers; limitation; exception; services in connection with noninsured benefit
plan; standards

10



Additionally, a Michigan health maintenance organization is prohibited from
using “...in its name, contracts, or literature the words "insurance", "casualty", "surety",
"mutual”, or any other words descriptive of an insurance, casualty, or surety business or
| deceptively similar to the name or description of an insurance or surety corporation doing
business in this state.” MCL 500.3505. ‘ v

Finally, one might anticipate an “equitable” argument from the medical providers
that somehow they stand in the shoes of the enrollees who are the beneficiaries under the
certificates of coverage issued by the HMO and are thus subrogated to the population of
individuals who normally have claims under policies. As a matter of law, unlike insureds
whose insurance company has gone broke, enrollees under an HMO plan do not bear the
risk of loss for pre-receivership medical expenses that they have incurred. There simply
is no population of persons and entities whose positions parallel those of policyholders
with insurance policies.

It is of the essence of the structure of an HMO system that, with exception for
non-contract, out-of-network claims, the risk of loss is born by the providers who have
contracted with the HMO. They have all negotiated contracts with the HMO to provide
services in exchange for prepayment. That is part of their business.

To emphasize the legal fact of life that providers who contract with HMOs must
retain the risk of loss in the event the HMO fails to pay them, Michigan stétutes, like
those of other states, mandate that the proVider contracts with the HMO “...shall prohibit
the provider from seeking payment from the enrollee for services provided pursuant to
‘the provider contract, except that the contract may allow affiliated providers to collect co-
payments and deductibles directly from enrollees.” MCL 500.3529.

CONCLUSION

Although, as a general proposition of law, receivers may seek guidance on legal
issues from the receivership court, it is respectfully suggested that the advisory opinion

being sought in this case is unnecessary. As to the merits of the issue, the Michigan

' MCL 500.7700, et seq., Chapter 77. Michigan Life and Health Insurance Guaranty Association Act
' MCL 500.7900, et seq., Chapter 79. Michigan Property and Casualty Guaranty Association Act

11



legislature has opted not to provide medical providers with any special priority over other
creditors. Any claims that they have arise from a business risk they voluntarily
contracted to undertake. Nothing more.

Dated this 20™ day of April 2005.

Harry L. Sivley, Special Deputy Receiver
Of Comprehensive Health Services of
Texas, Inc., d/b/a/ WellChoice

oy Tl KL

John Pirich, Esq. (P23204)

Timothy Sawyer Knowlton, Esq. (P30000)
Honigman Miller Schwartz and Cohn LLP
222 North Washington Square, Suite 400
Lansing, Michigan 48933-1800

Phone: (517) 484-8282

Fax: (517) 364-9511

E-Mail: jdp@honigman.com

And
Robert F. Craig, Esq.
Robert F. Craig, P.C.
1321 Jones Street
Omaha, NE 68102
Phone: (402) 408-6000
Fax: (402) 408-6001
E-Mail: robert@craiglaw.org

LANSING.219095.1
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ANNUAL STATEMENT FOR THE YEAR 2004 OF THE THE WELLNESS PLAN

ASSETS
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DETAILS OF WRITE-INS
801,
9802,
{903,
0898, Summary of remaining write-Ins for Line 8 from avarfiow page b 1] ] 0
0893, Totals sLhea 0801 thru 0803 g'm OESBHLIm g abaﬁ (] [ O 1]
2301, Enployee advances, [} [} 1] 1]
2302, Prepaid expanses. A4, R Abd 92 0 g
2393, Summary of remaining wrile-ns far Line 23 f flaw page g 0 p (1]
2339, Totab {Linos 2901 thru2303 ok 2598){Line 29 above) 24,01 484,921 0 )
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LIABILITIES, CAPITAL AND S%RPLUS

Phor Yasr_
1 2 3 4
Covered Unegvered Total Towl
1. Claima unpald {loss $ relrauranca ceded) — . N ] 85 108 A5, B4, 77
2. Acéruad madical incantiva paol and banus A.%4.229 4,564,279 3,550,979
3, Unpald claims adkatment axp 5,98 315,924 £76,35
4. Pggregate haakh pollcy reserves 11 I—7_ X
5. Aggrgata ifapalcy maarvas 0
6. Propertycasualty 4 premk 0 2
7. Aggregaie haath clam ] [}
8. Bromi tved Inad 1] 20,54
9. Gonnalaxpanmes duaor scerued 5,708,900 8,708,909 10,338,710
10.1 Current fodaral and forign income tax peyable and interost thereon
{inckuding
s lized caphal galrs {losses]) 0 ]
102 Net dafarmad tax labilky o g
1. Coded rol premiums payabl 0 ]
12, Amaurts withheld or retained for tha aceaurt of athars. 02,577 a5 1.003,08¢
18, Remitanceand Hams not allocated 1] [
14. Bonowed money (inciuding$ . curmani) and
Interaet tharsn $ {inckding
$ curony 0 (]
. A duato parent, and affiiies ' 1
16, Payabla forancurities. 0 (1]
17. Funds hald under mimumnca traxties with (5.
horized reirm and b rinad
s uras) 0 9
18. Rl Tnunautharized compank 0 9
19, Kot adjustments inassota and lisbKthaa dua b formlg hange mes 0 0
20. LisbRiyforamaunts hald under uninsumd accident and haalth plans /] 0
21, Aggregatawrke-ba for ather kabilles {Inchuding §
cumen) ] ] 3,433
22 Total Fabilics (Linea 1 1o 21) A0, 4T 78 4034 798 5,418,528
2. C apial slock XXK 0L ]
24 | Profarmad eapltal siock XK. X0 [
25. Grsspald inand d surpks X0, X000 1]
26. Suplusrmtes XX o v & [
27. Aggrgata writeins forothar than spactal surplus funds 2K, XX, b ]
28, Urzssignad funds {surplus) XKX o d 38,323,510 8,608, 172
29, Lesstrazsury olack, atcast '
231 aharea {vakm included InLina 28
$ } b v d XXX, [}
a2 . oSG profarmad (vakoa inchadad In Ling 24
$ ) 0K XX 0
20, Total eapltal and surplus {Lives 23 %o 28 Leas 26 Xox el 26,33 570 8,605, 72
31, _Total ahiitlas capitaland surpha (Uines 22 and 50) X0 XK 78,671,368 74,024,700
DETAILS OF WRITE-INS
2101, Provider Tax Lidbility, 1] ] 3,403,311
2102,
2103,
2198, Summary of remaining writer-ire forLina 21 from overdiow page 0 0
2199, Tv?als!l.henﬁdi thra 2108 phes 2198) flina 21 abo&} 0 3433
21, 200 XK
2m2, b+ d 308K,
209, XX bt d
2798, Summary of ramalring write-ina forLina 27 4 rew page 3X0¢ XK g /]
2799, 12} K0 m( 0 1]
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ANNUAL STATEMENT FOR THE YEAR 2004 OF THE THE WELLNESS PLAN

NOTES TO FINANCIAL STATEMENTS
g of Sinificant Accounting Palisi
A Agsounting Practi

The finenciel staternents of The Wellness Plan (TWP) are presented on the basis of account-

ing practices permitted by the Michigen Office of Financial end Insurmce Services (OFIS).

As of Januery 1, 2003, OFIS has edapted the NAIC's Accounting Practices and Procedures
o8 a component of presoribed. and permitted practices. OFIS has certain permitted practices
that cen be used as a phase-in for the accounting practices.

1. Three-yeer phase-in peciod for the limitation of admitted electronic data
processing equipment and softwere (SSAP 16)

2, Three-year phass-in peciod for the amount of nonadrmitted furniture and
equipment (SSAP 19)

TWP, with the previous permission of OFIS, recards their Malpractioe Trust SeIf Insurance
Fund end the Stop Loss Self Insurenos Truet un Schedule BA. Theee twa items are not
specifically addressed in statutory accounting. If these fimds wese not ellowed as admitted
seets, the surplus would be decreesed by $1,274,094 as December 31, 2004 and by
$2,008,040 es of December 31, 2003,

A recanciliation of the Company's net income and eapital end surplus between NAIC SAP
end practices prescribed end permitted by the State of Michigan is shown balow:

12/31/04 o120

()] Net income — Michigan OFIS basis $28924576 $ 5,096,000

@ Stete preseribed practices 0- -0-

(3 State pzrmitted practices —_— =0-

4)  Netincome - NAIC SAP $23.824.576 $.5.06.000

) Statutory surplus — Michigan OFIS basia $38,323,570 $ 8,606,172
6 State prescribed prectices (surplus):

RDP Rquipment ‘ 0 215,440

Purniture snd equipment 592935 1,802,686

) State permitted practices (surplus): R 1 1

(8)  Statutory surplus — NAIC SAP $32.730.633 36588046

B.  Uscof Ratimates in the Preparation of the Finencia( Statementa:

‘The prepecation of finencial stetements in conformity with NAIC's and OFIS's accounting
practices end permitted practices requires management to meke estimates and assurnptions
that affect the reparted amounts of assets and [isbilities and the disclosures of contingent
sosets end fiebilitien e of the date of the gtatement of edimitted agsets, liebilities and cepital
end surplus—etatutory basis and revenues end expenses and capital and surplus——statutory
basis for the period reported on. Actual results could differ from those estimates.

C.  Accounting Policy:

Pair Value of Finenciel nstrumentg—The carrying amounts of cash, shortterm investrnents,
receivables, accounts payable, and acerued expenses approximate fair value due to the short
maturity of thege items. Investments are velued et feir values, which ace besed on quated
market prices,

Cash and Short-Term Investments—UCesh and short-term investments are carried at cost,
which approximate feir merket value, and are comprised of cash and highly liquid short-term
investments with an originel maturity of 50 deys ar fess,

Investments—{nvestments consist primerily of mutuel funds and short-term interest beering
investments with original maturities greater then three months, Investments are stated. at fair
value, which are based on quoted market prices. Investment income, including interest,
dividends and reslized gains and losses are included in the statement of revenue aver
expenzes. Unrealized geins and [osses ere excluded fram excens of expenses aver revenues,

Inventorice—Inventarics are stated at the lower of cost or markest, determined by the firat-in,
first-qut method. .

Property and Bquipment—Property and equipment are stated at coat. Deprecietion is

25




ANNUAL STATEMENT FOR THE YEAR 2004 OF THE THE WELLNESS PLAN

NOTES TO FINANCIAL STATEMENTS

computed by the straight.line method aver the zstimated usefil fves of the respective asseta,
which renge from 3 to 30 yeara,

Statutory Reserves—As a condition of licensure with the State of Michigan, the Carparation
is required to maintain in & contingency fund & deposit of $1,000,000 a3 of December 31,
2004 and 2003, es an additional resource ta provide for health care services for its membess,
Thia deposit is restricted and iz held in a jointly administered trust fund with the Michigan
Insurance Bureau, The funds are invested in certificates of deposit and U.S. Government
securities and recorded as cash and short-term mvestments.

Revenue Recognition—Revenue is recognized dming the manth in which coverage for
earalled members is in effect. Unsarned revenue represents advance billings prior to that in
which coverage 18 in effect,

Accrued Medical Cleims—FHealth care costs are accrued in the period services are provided
to the earalled members based in part on estimates, including en acerusl for medical services
peovided but nat yet reported. Such estimates are besed on histarical payment patterns using
sctuariel techniques end are regularly reviewed and updated. Differences in estimates
resulting there from are reflected in current aperations.

Melpractice Costs—The provision for estimated medical malpractics claims insludes
estimates of the ultimate casts for both reported claims and cleims incurred but not reparted.

Incume Tax Status—The Corporetion is exempt from federel income texes under Section
501(e)(3) of the Internal Revenue Code; accordingly, no pravision for federal income texes
has been made in the financial statements, ’

s ingCl | Correction of B

As of January 1, 2003, OFIS hee adopted the NAIC's Accounting Practices end Procedures
a8 a component of prescribed end permitted practices, OFIS has certain presoribed practices
that cen be used es a phase-in for the accounting procedures,

* The Company's Retired Bmplayees Health Insurance Pund was redstermined during 2004,
Any finding exceeding the actuarially determined liabilifics wes tansferred to the Compeny
operations, and is no lunger required ta be reported as a nonadmitted asaet. The ernount

reported &5 @ nonadmitted asset es of Decembar 31, 2003 iz based on the following ameunts:

' 13104 120158
Bmplayee Benefit Trust Fund - Investments 644,613 659,080

Bmplayes Benefit Trust Fund - Cash I L.184.669
Subtotal 644,613 1,853,748
Accrued Penzion Benefit Lisbility 644613 823963
Prepaid emplayee benefits 0. L.029.785

* The reparted emount for computer hardwaere is limited ta 15%, for 2004, end 25%, for
2003, of the Company’s capital surplus, as allowed under the State of Michigan prescribed
accounting practices. The amount of the Compeny's non-aperating systems software is
treated a3 a non-admitted saset.

1273104 12/31703
Capital and surplus, beginning of period 21,612,564 5,069,062
Percentage allowed e 15% —bs
Allowable [imit of computer equipment 3,241,885 1,267,266
Amount of BDP equipment and software 1,393365 2,477,122
Less emount of BDP saftware 1.332.09% 2.109.610
Net amaunt of BDP equipment 61,866 367.512
Admitted amount {not to exceed the
alloweble limit a8 determined abave) 61866 _387.512
Nonedmitted amount 1332009 2.103.610

» Office Furniture and Bquipment is stated of 55%, for 2004, and 85%, far 2003, of the net
book value s allowed under the State of Michigan's prescribed ecoounting practices.
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12/31404 1223103

Purniture and Bquipment $2042213  $3,523,137
Lean: Medical Delivery asssts ** 964,150 1402330
Net Offioe Bquiproent _ 1,078,063 2,120,807
Admitted amount et 55% of tatal (2004) 552,535 )

Admitted amount at 35% of total (2003) —  L302686
Nonadmitted emaunt =433,128  _ 318,121

** Medical Delivery esscts of $364,150 end $1,402,330 # December 31, 2004 and
December 31, 2003, respectively, cunsizte of inventory of medical supplies, drugs

_and staff clinics equipment and were deducted from the tatel offics furniture end
equipment when determining the amount of nonadmitted assets.

* The estimeted useful lives of the Compeny’s computer hardwere, softwaré, and medioal
equipment were recently re-evaluated to comply with SSAP Staternents 16, 19, and 73,
which resulted in an one-time charge to depreciation expense thet wes recarded as of June
30, 2004. The one-time cherge, which was recerded in June 2004, totalled sbout $320,000.

* During 2003, the Corporetion recogpized an impairment loss resulting from the adjustment
to feir market velue for the land and building e Northwest Heelth Center.

Original cost of praperty $5,013,215
Less: accumulated depreciation 2.837.339
Net book value before impairment loss 6,015,376
Less fair market value per appeaisal : 4.000,000
Impairment loss recognized in 2003 $£1L015376

* Prior period adjustments as shown es en aggregete write-in on the Crpital end Surplus
schedule (see page 5}, were included in the Audited Finencial Statements for the year ended
December 31, 2002, and represent the edjustment of claims incurred but not reparted
totalling $6,312,308.

Buginess Combins 1 Goodwill

Statutgry Purpoge Method: Not applicable
Statutory Merger: Not appliceble
Asmmption Reinsurance: Not applicable
Impsimnent Loaa: Not epplicabls

Discantinued Ogerations:

The Michigen Depertment of Community Health did not renew its contract for Medicaid
coverage, which expired Septamber 30, 2004, As a result, all remaining members were sold
either ta Molina Healthcare of Michigan (membership in Wayne, Oakiand, Musksgon and
Oceana Counties), McLecen Health Plan (membership in Genesee end Lapeer Countics) or

ta Tutel Heslth Care (membership in Macomb County). The totel sals price amounted to
$22,698,253 and is reported on the Statement of Revenue and Bxpenses (Page 4) m Line 29
and is included in the Cash Flow (Pege 6) in Line 16.6.

campy

The Company ended its commereial line of business for practically all of its groups on June
30, 2004 ac earlier, a8 well as the contraot for the Company’s emplayes health cars
coverage, which ended July 31, 2004,

A Mortgage Loane Not applicable

B Debt Restructuring: Not applicable

C.  Reverse Mortgages: Not applicable ~
D.  Lom-Bacled Securities; Nut epplicable

B Repurchese Agreements: Not applicable

R, Real Batate: Nat appliceble

Joint Ventures, Partnerships and Lirited Lisbility Compeniea: Not applicebls
Investment [ncome: Not applicable
Derivative Instruments: Not applicable
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Incame Taxes:

The corparation is exempt from federal incoms taxes under Section 501(c)(3) of the Internel
Revenue Code. Accordingly, no provision for federal insome taxes has been made.

Wellcarp, Ine.: the :cpﬁrtcd value of this subsidiery i $9,913 at December 31,2004 and is
treated a3 anon-admitted asset for statutary reporting purposes.

WellChaice: The eeported value of this subsidiary 1s $-0- at December 31, 2004,
Rebt: Nune

A, Defined Benefit Plag: Not applicable -
B. Defined Contribution Plans: Corporation employees are cavered by a qualified
definsd contribution pension plan sponsared by The Wellness Plan,
Contributione of six percent (69) of each employee’s compensation are made
cach yeer, The corporation’s contribution to the plan was $882,288 for 2004 end
$943,200 for 2003, At December 31, 2004, the fair value of plan assets was
$10,533,348,
Multiemployer Plans: Not applicatle
CﬂnuhdaedLHﬂmnz&mpmﬂm Nut epphceb!n

i sences: The Bmployees
Retm-.mmt Hcakh Cere Plan raplaces the dzfmcd benefit postretirement health
sare plen, which wes termineted in July 2001, and covers 17 retired employees
who were receiving benefita under the old plan, Plan assets toteled $644,613 at
December 31, 2004 and $1,853,373 at December 31, 2003 and consist of aquity
and bond mutual funds and cash equivalznts,

moa

Not epplicable
Lontingenciss:

Litigetion: Various lawsuits are filed aga'met the Corparation for insidents which eriss in the
ardinery course of business. In the opinion of the Corporation’s menegement, the outcome of
the lawzuits will nut have a material adverse effect on the financial position of the
Curparation,

: The Corpurancn purchased insurence policies to provide for
medical malp:antwc claima up to a maximum of $200,000. In canjunction with this
insurance pulicy, the Carporation alao has a self-ineurence program in effect which provides
for claims amced‘mg $200,000.

WellChuice: The Texas Department of Insurance placed the Corporation's subsidiary, -
WellChoice, inta temporery receivership in February 1999, In June 2000, the Texas
Department of lsurance filed a claim ageinat the Corparation to recover the outstanding
lizbilities of WellChoice, Menagement believes that eny obligation the Corporation may
incur on behalf of WellChoice would not heve a materiel adverse effect on the consolidated
financial position of the Corporation.

Leages:
The following is a scheduls of future minirmum rental payments required under opereting

leases that have initial or remaining noncencelable lsase terms in excess of ane yeer at
Decernber 31, 2004,

2005 $225929
2006 130,345
2007 108,723
2008 41,864
Total minimum payments required: 3206961
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The total rental expense for all operating leases emounted to $357,293 in 2004 end §557,419
in 2003,

A, Trensfers of Reoeivables Reported ag Sales; Not applicable
B.  Trensfer and Servicing of Pinancial Assets: Not appliceble
- C Wesh Sales: Not appliceble

A, ASQ Plang: Not epplicsble
B. AS.QEIani Not tpplu:ablc
g al A3

Not applicable

September 11 Bvents; Not appliceble

Other Items: Not applicable
A. Em:ggndmg:y_kmm Not applicable
B. i ; Nat epplicebls
C.  Other Disclosures: Not sppliceble
D. i : Na changes
B.

Business Interruption Insurence Recoveries: Not applicable
Evants Subsequent: ‘

None after December 31, 2004. itemns reported in this section eaclier in the yeer were
trenaferred to the discontinued operations sectian. (See Nate #4.)

EReinsurance:

A.  Ceded Reinmrance Report: Not applicable
B.  Uncollectible Reinsurance: Not epplicable
C.  Commutetion of Ceded Reinsurance: Not epplicable

ination: Not applicable

Reserves for incurred claims and clsim adjustment expenses attributable to insured events of
prior years decreased $8,163,965 from $49,391,456 o December 31, 2003 ta $41,227,487 at
December 31, 2004 as a result of the reestimation of unpeid ¢laims end claim adjustment
cxpenses. This decreese is generally the result of unguing analysis of recent loss
development trends. Original estimates are incressed or decreased when additional
information becomes known reparding individual clsima,

On July 1, 2003, the Corporation was placed under an Order of Rehebilitetion. Unpaid
claims for ssrvioss provided ta the Rehabililitation Order incfude the fallowing amaunts:
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Medisal claims $20,208959
Cther medical liebilities 1550472
IPA cost settlements 3048357
Retentlon withhalds 214,304
Accounts payeble 1401941
Tatal 526424573
26.  Intercompeny Pooling Arrangements: Not applicable
27.  Structured Scttlements; Not applicable
28.  Health Core Receiveblen:
A.  Phamaceuticel Rebate Recgivablen:
Estirmatod
phamacyrebates  Plummacy rebates  Actumal rebates Actua] rebatas Actuz] rebatas
asrepartad o asbilled o received within recaived within received more than
fopancial olherwiss Wdpsoftiling  91-1BDdsyref  (B0daysufur
firmod » tlling Hlling
12/31/2004 255,505 45427 -0 -0- 5495
5/30/2004 215,573 §0,782 -0- -0 126,231
6/30/2004 291,012 -0- -0- -0- 322,542
331/2004 613,553 (146,420) -0 -0- 254,611
12/31/2003 1,014,585 725,733 -0 -0- 601,972
5/30/2003 886,824 336,033 -0- -0- 208,089
6/30/2003 758,874 73,807 -0 -0- 147,582
3/31/2003 826,649 237,408 -0 0 237,854
12/31/2002 827,035 343,202 -0- -0- 235,107
9/30/2002 720,000 380,727 -G -0 487,610
6/30/2002 826,383 245,991 -0- -0- 304,256
33172002 885,148 240,220 -0- -0- 335,103
B. . RiskSharing Recsivables:
Ciendsr Bt Riks Risk Fisk Risk Adml  Actaldisk  Actaldk
yourr swing  shwing  shahg  sadng sk shading sharing
ading  receiwble  recdwsble  recaivbie ivab) hueing ! t
year [1] as tilled nolyet w ived in ived
sdimated  estimated tilld  movived  scomd all other
in the priar inthe inyesr  subsequent
yar cusrent billed year
yar
2004 2004 335349 335877 -0 355877 .0-
2005 -0
2003 2003 ;717.782 658,733 717,782 -0-
2004 335,349
2002 2002 45,334 332844 45334 287,510 -0- 53725 18,975
2003 717782
29, Participating Poficies: Not eppliceble
30.  Premium Deficiency Reserves
At December 31, 2003, the Compeny recorded a loss of $225,000 in commercial premium
deficiency reserves based on expected lusses vccuring during 2004, Resulting from the net
reduction of commercial membership as well as the reduction in incurred claims expenses,
$225,000 wes recognized ss a reduction of medical sxpenses for the year ended December
31, 2004,
3. Anticipsted Selvage and Subrogation: Not applicebls
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STATE OF MICHIGAN
IN THE INGHAM COUNTY CIRCUIT COURT

LINDA A. WATTERS, COMMISSIONER,
OFFICE OF FINANCIAL AND.INSURANCE SERVICES
FOR THE STATE OF MICHIGAN,
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Robert F. Craig, Esq.

Robert F. Craig, P.C.
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